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LDear Commissioner Kennedy:
1 .

Arizona Public Service Company ("APS" or "Company") would like to respond to your letter
dated April 27, 2010 concerning the over-collection of the APS Power Supply Adjustor ("PSA"). In
doing so, the Company will address your specific questions posed by the letter.

Question No. 1: In general, what is APS's hedging policy/practice for securing fuel?
particular -
a. What percentage of APS' fuel is hedged?
b. How far in advance does APS hedge?

In

Answer No. l: The APS hedge plan is a three year plan with varying hedge amounts for each
year. For example, natural gas and purchased power is hedged approximately
85% for the current year ,  and about 50 % for the three year  plan.  Coal and
nuclear fuels are not hedged, per se, but are under contracts that provide APS
and its customers protection against short-term market volatility. Renewable
generation is likewise not subject to market volatility.

Question No. 2: What is the interest rate that APS is earning on the over-collected PSA
balance?
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Answer No. 2: The PSA balance does not represent a discreet source of money that APS can
invest, but rather it is simply an accounting entry. If the PSA balance did reflect
surplus cash to the Company, any earnings would be minimal (ranging from
.03% to .4%) and as noted below, would be more than offset by the interest paid
customers on such balance.

Question No. 3: What is the interest rate that APS is paying to its rate payers on the over-
collected PSA balance?

Answer No. 3 : Per the PSA Plan of Administration approved by the Commission, PSA balances
(plus or minus) currently earn interest at the rate of .45%.

Question No. 4: What is the maximum over-collection PSA balance that APS expects to
reach during calendar year 2010? When does APS expect to reach this
maximum?

Answer No. 4: The maximum "over-collection" has likely already occurred (end of April).
Although final results are  not  in,  the  expected  balance at  April 30  was
approximately $110 million for the combination of the forward and historical
components of the PSA. Thereafter, it is expected that the PSA balance will
decline dramatically until the end of the summer season.

Question No. What is the minimum over-collection PSA balance that APS expects to
reach during calendar year 2010? When does APS expect to reach this
minimum?

Answer No.5 The low point for the historical component of the PSA balance will come at the.
end of the year, as is intended by the PSA Plan of Administration approved by
the Commission. That low point will be an estimated $10 million, and it will be
less than $5 million at the end of January 2011 (the end of the "PSA Year"). The
low balance for the forward component of the PSA generally occurs at the end
of the summer season, and this year is expected to be no different. Again, that
low point is forecast to be approximately $6 million as of the end of September.
The minimum combined balance is forecast to occur in October. That forecast
balance Will be approximately $31 million consisting of $10 million in the
Forward Component Balancing Account and $21 million in the Historical
Component Balancing Account. Again, the historical component balance is in
the process of being returned to customers as a result of the Company's last rate
order in December of 2009.
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Question No. 6: Does APS have any plans to refund some portion of the over-collected PSA
balance prior to the annual true-up date of February 2011? If not, why
not?

Answer No. 6: APS has no such plans at present. The PSA Plan of Administration provides a
mechanism for refunding any over-collected balances to customers, and it is the
Company's intent to let the mechanism work as approved by the Commission in
previous APS rate cases. There are several reasons why this is appropriate, both
as a general proposition and in this specific case:

$73 million of the $102 million PSA credit balance is already being
refunded to customers through January 2011 through the historical
component of the PSA.

As to the portion of the credit balance that is not currently being refunded,
cu r rent  fo recas t s  show tha t  APS will  have  an over -co llec t ion o f
approximately $6 million at the end of the summer - a number that can
easily fall and become negative if the summer is hotter or the hurricane
season is worse than anticipated.

When the refund now being paid back to customers (with interest) ends in
2011, customer bills are likely to increase absent a positive balance in the
PSA. In any event, the February 2011 PSA will be higher if any potential
positive balance is totally refunded this year. This PSA increase, as well as
potential future increases in other adjustor surcharges, will be moderated if
the PSA is permitted to work as designed and the refund of any new credit
balance is synchronized with the expiration of last year's refund.

The present PSA is viewed positively by the financial and investment
community, and it is a significant factor in the "stable" characterization of
the  Company's  current  investment  ra t ings.  Attempts to  modify its
operation may be viewed negatively in light of the uncertainty that always
surrounds fuel and purchased power prices.

For the foregoing reasons, APS believes that the PSA should operate according
to its Commission-approved Plan of Administration, initiating a refund with
interest of any credit owed beginning in February 201 l. Alternatively, the issue
of whether any credit balance remaining at the end of the summer should be
refunded to customers in 2010 is one that should be reviewed at that time, when
there is greater certainty.
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Please do not hesitate to contact me should you have any further questions

Sine £€ly
/  /

M Y
Thomas L aw

TLM/na
cc: Kristin K. Mayes, Chairman

Gary Pierce, Commissioner
Bob Stump, Commissioner
Paul Newman, Commissioner
Ernest Johnson
Steve Oleo
Janice Alward
Rebecca Wilder
Terri Ford
Parties of Record
Docket Control
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Copies of the foregoing delivered/mailed
this 20th day of May, 2010, to:

Ernest G. Johnson
Arizona Corporation Commission
1200 West Washington Street
Phoenix , AZ 85007

C. Webb Crocket
Fennemore Craig
3003 North Central
Suite 2600
Phoenix AZ 850129

Maureen Scott
Arizona Corporation Commission
1200 West Washington Street
Phoenix AZ 850079

Kevin Higgins
Energy Strategies, LLC
215 South State Street
Suite 200
Salt Lake City, UT 841 l 1Janet Wagner

Arizona Corporation Commission
1200 West Washington Street
Phoenix 9 AZ 85007

Michael L. Kurtz
Boehm, Kurt & Lowry
36 East Seventh Street
Suite 2110
Cincinnati, OH 45202

Terri Ford
Arizona Corporation Commission
1200 West Washington Street
Phoenix 9 AZ 85007 Kurt J. Boehm

Boehm, Kurt & Lowry
36 East Seventh Street
Suite 2110
Cincinnati, OH 45202

Barbara Keene
Arizona Corporation Commission
1200 West Washington Street
Phoenix , AZ 85007

Daniel Pozefsky
RUCO
1110 West Washington
Suite 220
Phoenix 7 AZ 85007

Dennis George
The Kroger Company
1014 Vine Street
Cincinnati, OH 45202

William A. Rigby
RUCO
l l 10 West Washington
Suite 220
Phoenix , AZ 85007

Stephen J. Baron
J. Kennedy & Associates
570 Colonial Park Drive
Suite 305
Roswell, GA 30075

Tina Gamble
RUCO
1110 West Washington
Suite 220
Phoenix , AZ 85007

Theodore Roberts
Sempra Energy
101 Ash Street
H Q 3D
San Diego, CA 92101

Lawrence V. Robertson, Jr.
2247 E. Frontage Road
Tubac, AZ 85646
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Michael A. Curtis
501 East Thomas Road
Phoenix , AZ 85012

Jeffrey J. Wooer
K.R. Saline & Associates, PLC
160 N. Pasadena
Suite 101
Mesa, AZ 85201William P. Sullivan

501 East Thomas Road
Phoenix , AZ 85012 Scott Cants

The Hopi Tribe
P.O. Box 123
Kykotsmovi, AZ 86039

Larry K. Udall
501 East Thomas Road
Phoenix , AZ 85012

Michael Grant
Gallagher & Kennedy, P.A.
2575 East Camelback Road
Phoenix , AZ 85016

Cynthia Zwick
1940 E. Luke Avenue
Phoenix , AZ 85016

Gary Yaquinto
Arizona Investment Council
2100 North Central
Suite 210
Phoenix AZ 85004

Nicholas J. Enoch
349 North 4th Avenue
Phoenix , AZ 85003

a

Karen S. White
AFLOAT/JACL-ULT
139 Barnes Drive
Tyndall AFB, FL 32403

David Berry
Western Resource Advocates
P.O. Box 1064
Scottsdale, AZ 85252

Douglas V. Fant
Law Offices of Douglas V. Fant
3655 W. Anthem Drive
Suite A-109 PMB 411
Anthem, AZ 85086Tim Hogan

Arizona Center for Law in the Public
Interest
202 East McDowell Road
Suite 153
Phoenix , AZ 85004

Barbara Wyllie-Pecora
27458 n. 129th Drive
Peoria, AZ 85383

Jeff Schlegel
SWEEP Arizona Representatives
1167 W. Samalayuca Drive
Tucson, AZ 85704

Carlo Dal Monte
Catalyst Paper Corporation
65 Front Street
Suite 201
Nanaimo, BC 0

Jay I. Modes
Moyes, Sellers & Sims
1850 North Central Avenue
Suite 1100
Phoenix , AZ 85004

Steve Morrison
SCA Tissue North America
14005 West Old Hwy 66
Bellemont, AZ 86015
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